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All values in Canadian $ Millions 


and represent period averages KEY ECONOMIC INDICATORS 
unless otherwise indicated. 


ACTUAL FORECAST PERCENT FORECAST PERCENT 
INDICATOR 1986 1987 CHANGE 1988 CHANGE 


OUTPUT, PRODUCTION, EMPLOYMENT 
GDP (Current Prices, C$ Billion) 
GDP (Constant 1981 C$ Billion) 
Industrial Production (C$ Billion) 
Private Investment 

Unit Labor Costs In Mfg. (¢) 1/ 
Wage Settlements (%) 2/ 
Employment (000's) 

Avg. Unemployment Rate (%) 

Housing Starts (SAAR, 000's) 


MONEY AND PRICES 
Exchange Rate: 1 C$ = US ¢: 
Interest Rates: 
Bank of Canada Rate 3/ 
Chartered Bank Prime Rate 
Price Indices: 
All-Items Consumer Price 
Index (1981=100) 
Industrial Product Price 
Index (1981=100) 4/ 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) 7,500.0 5/ 7,500.0 
Balance of Payments (C$ Billion) 
Current Account Balance -8.9 -9.8 
Merchandise Trade Balance 10.9 LOe2 
Non-Merchandise Balance 6/ =19.8 -20.0 
Merchandise Exports E25'3'2 133.5 
(U.S. % Share of Total) (78%) (78%) 
Merchandise Imports 114.3 123.3 
(U.S. % Share of Total) (70%) (70%) 
Travel Receipts 6.8 Tak 
(U.S. % Share of Total) (70%) 
Travel Expenditure Viet 
(U.S. % Share of Total) 


Main Imports from the U.S. (1986) (C$ billions): Automotive vehicles and parts, C$28.2; 
communications and electronic equip. C$6.3; industrial machinery, C$5.9; 

equipment & tools, C$5.2; ores, primary metals and minerals, C$5.1; chemical products, 
C$4.4; aircraft & parts, C$2.5; agricultural machinery, C$1.4. 


Footnotes: 1/ Labor income per unit of output. 
2/ Compound average annual increase in base rates (%). Wage settlements in 
all industries, all agreements. 
3/ Actual rate at end of year. Floating rate set .25% above 9l-day 
treasury bill tender rate. 
4/ Essentially a producer price index. 
5/ Level as of September 1987. 
6/ Includes services, transfers, and investment income. 
Sources: Statistics Canada; Bank of Canada Review, U.S 


- Embassy and Conference 
Board of Canada projections. 
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SUMMARY AND MACROECONOMIC PERFORMANCE 


Canada continues to achieve strong economic growth. Following a cyclical 
downturn in the second half of 1986, the Canadian economy rebounded 
vigorously in the first half of 1987. This unexpected turn of events has 
set the stage for growth projections of roughly 3.5 percent for the entire 
year (compared to 3.3 percent in 1986), easing to around 3 percent in 1988. 
For 1986-88, Canada will have one of the highest growth rates among major 
developed countries. Economic expansion is expected to be more evenly 
distributed, both regionally and sectorally, than in 1985 or 1986. In 1986, 
the national economy was fuelled by consumer spending and the external 
sector. While both should continue at a respectable rate in 1987-88, 
private investment should take the iead. Major capital expenditures on 
plant modernization should sustain significant growth in spending on 
machinery and equipment. Nonresidential construction shows signs of 
expansion, not only in the industrial and commercial sectors, but in the oi] 
and gas sector as well. Residential construction continued to boom in early 
1987, but will ease throughout 1988. The contribution of the government 
sector to GDP should continue to contract slightly. Tax reform is likely to 
be mildly stimulative in 1988 as consumers benefit from lower income tax 
rates. Canada's trade surplus in 1987-88 is projected to increase, and a 
modest decline should occur in the current account deficit. 


The strong macroeconomic growth performance in the first half of 1987 has 
had a very favorable impact on employment. Full-time employment rose by 3.3 


percent. While the bulk of employment gains came from Central Canada, 
Atlantic Canada also began to show substantial employment growth. Canada's 
unemployment rate should decline considerably over the forecast period, from 
9.6 percent in 1986 to 9.2 percent in 1987, dropping to under 9 percent in 
1988. Inflation, on the other hand, has been a problem. Rather than 
decline to 3 percent as predicted by the Department ‘of Finance, consumer 
prices rose more rapidly in 1987 than in 1986. The annual rate was expected 
to increase to 4.5 percent in 1987 and is likely to reach 5 percent in 

1988. The Bank of Canada has restrained monetary growth in response to a 
slight increase in inflation, such that interest rates rose marginally 
through 1987. They are expected to remain steady in 1988. The policy 
objective will be to sustain interest rate differentials of 200 to 300 basis 
points relative to corresponding U.S. rates on short-term instruments, on 
the assumption that this will be adequate to contain inflationary pressures 
and expectations and preclude exchange rate depreciation. 


Robust Canadian growth should present excellent export and investment 
opportunities for the U.S. business community. Canada depends heavily upon 
imports of capital equipment -- thus, the expected investment boom during 
the next 12 months should lead to significantly larger exports for U.S. 
manufacturers. The historic free trade agreement signed in October 1987 
should also have a substantial impact on U.S. commercial interests. While 
the agreement, if ratified, will not begin taking effect until January 1989, 
the anticipation of freer trade should begin stimulating investment interest 
and expanded marketing efforts as soon as ratification occurs. 
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NATIONAL ECONOMIC AND COMMERCIAL OUTLOOK 





Trade Agreement with the United States 


The United States and Canada concluded an historic, comprehensive trade 
agreement on October 3, 1987. If approved by the legislatures of both 
countries, the Free Trade Agreement (FTA) will go into effect 

January 1, 1989. It is intended to remove barriers to trade and investment 
between the two countries for most industrial, agricultural, and service 
sectors. Under the terms worked out by U.S. and Canadian negotiators, 
Canada will gradually let U.S. businesses directly acquire larger and larger 
Canadian businesses without government screening. Currently, the Canadian 
Government reviews any acquisition of a Canadian business with assets of 
C$5 million; that threshold would rise over 3 years to C$150 million. And 
after 3 years, the Canadian Government would no longer screen any indirect 
U.S. acquisition of a Canadian company. Canada would allow 100 percent U.S. 
acquisition of certain Canadian financial institutions, as discussed below. 
U.S. and Canadian trade negotiators also worked out a tariff removal scheme 
whereby products are to be assigned one of three categories: (1) immediate 
tariff elimination on January 1, 1989; (2) five equal cuts of 20 percent a 
year beginning on January 1, 1989; and (3) ten equal cuts of 10 percent a 
year beginning on January 1, 1989. Actual elimination of tariffs will be 
accomplished product-by-product using the new international Harmonized 
System (HS) of Tariff Nomenclature: 


Successful conclusion of the agreement in October 1987, together with other 
factors, contributed significantly to confidence in the Canadian dollar and 
to both portfolio and direct investment inflows. If the FTA is not~ 
approved, however, there are risks that foreign investment would decline, 
the Canadian dollar would depreciate, and Canada's international reserves 
would drop. It is widely perceived that, in the absence of a trade 
agreement, Canada, which depends upon U.S. markets for over three-quarters 
of its exports, would face greater difficulties in maintaining export sales. 


Tax Reform 


Finance Minister Michael Wilson presented the federal government's long 
awaited white paper on tax reform in June 1987. The proposals, when 
implemented, will significantly alter and improve Canada's tax system. 
Stage one, the lowering of personal and corporate tax rates and the 
broadening of the tax base, takes effect in 1988. This stage will bring 
Canadian personal and corporate income tax rates more into line with 
comparable U.S. rates and will reduce or eliminate many of the distortions 
in the present income tax system. The second stage, which is likely to be 
deferred until the early 1990s, is the replacement of the current 
inefficient and complicated manufacturers' sales tax. The federal 
government is considering three options: a National Sales Tax (NST) to be 
coordinated with the provinces, a Business Transfer Tax (BTT), or a Value 
Added Tax( VAT). The Canadian Government's preference is the NST. The 
federal government 





has stressed, however, that if agreement is not reached with the provinces 
on the NST, it will proceed with one of the other two options. The overall 
macroeconomic impact of the tax proposals is likely to be positive, but the 
impact won't be felt until stage two is implemented. 


Fiscal Policy 


The federal deficit, on a public accounts basis, declined in FY 1986-87 
(April 1- March 31) to C$30.6 billion, a better performance than previously 
expected. In the Mulroney Government's first two fiscal years, a 20 percent 
reduction in the deficit has been achieved. In FY 1986-87, revenue growth 
of 11.7 percent more than offset expenditure growth of 4.6 percent. The 
federal government held nominal government expenditures below the rate of 
inflation over the past 2 years, although expenditures grew more in 

FY 1986-87 than in FY 1985-86. On a national accounts basis, the federal 
deficit fell to 4.7 percent of GDP from 7.2 percent in FY 1984-85. 


The FY 1986-87 performance improves prospects for further deficit 

reduction in FY 1987-88. With a slightly larger tax base, anticipated 
growth in consumption and personal income should boost revenue above the 
estimate contained in the February 1987 federal budget. Indeed, economic 
growth at a 6 percent annual rate in the first half of 1987 contri> ted to 
larger-than-expected revenues. Higher-than-anticipated corporate p ofits 
should also help to produce more tax revenue than originally estimated. On 
the expenditure side, the large gains in defense and foreign aid in 

FY 1986-87 are unlikely to be repeated, and the. rate of growth in 
federal-provincial transfers has been reduced through legislation. On the 
other hand, pressures are building for spending prior to the next federal 
election. In addition, outlays on regional development assistance recently 
recorded major overruns, and the Canadian Government is committed to new 
spending on Atlantic Canada and Western economic diversification, more 
agricultural assistance, and a new child care program. However, the most 
immediate threat to federal spending and deficit targets is the recent 
rebound in interest rates, which will probably push debt service well beyond 
projected levels. 


Exchange Rate and Monetary Policy 


Of necessity, Canada aligns its monetary policy closely with the United 
States. The Bank of Canada coes not want wild swings in the U.S./Canada 
exchange rate and has operated extensively in 1986 and 1987 to smooth 
adjustments in the exchange market. Following extreme speculation against 
it in early 1986, the Canadian dollar firmed to around US¢ 75.50 in 1987. 
Strong capital inflows, attracted by Bank of Canada monetary restraint and 
attractive premiums over comparable U.S. interest rates, contributed to the 
appreciation of the Canadian dollar. Bank of Canada's concern about 
inflation and strong economic/money supply growth has encouraged a tighter 
credit policy. From a 14-year low of 7.05 percent in March 1987, the Bank 
of Canada steadily increased its lending rate in the second half of 1987, to 


over 9.5 percent in October. It is expected to remain near this level in 
1988. 





Financial Regulatory Reform 





The financial authorities of the federal government and several provinces 
undertook regulatory reforms in 1987. Most important for nonresident 
financial institutions were the initial steps to open up the Ontario 
securities industry and conclusion of a financial services agreement between 
the United States and Canada. The latter was part of the compre- 

hensive bilateral FTA. Under the terms of the financial services agreement, 
Canada will eliminate the existing ceiling on domestic assets of U.S. banks 
and remove current restrictions on the acquisition of domestic financial 
institutions by U.S. companies. Canada also agreed that it will not deny 
entry to U.S. securities firms and the investment subsidiaries of U.S. banks 
on other than prudential grounds. This commitment will assure that U.S. 
firms have the opportunity to take advantage of the earlier decision of 
Ontario to permit nonresidents and all domestic financial institutions to 
participate in the securities industry in that province. 


The federal government amended existing legislation in June 1987 to permit 
federally regulated institutions to engage in the securities business. In 
addition, Parliament passed legislation to improve the system of deposit 
insurance, to increase the powers of the banking regulators, and to 
reorganize the federal regulatory authorities under a new Superintendent of 
Financial Institutions. British Columbia adopted major securities 
regulations early in the year; Ontario updated its statute governing trust 
and loan companies; and Quebec announced in October 1987 that it will amend 
its laws for trust and loan companies and insurance companies. Finally, the 
Minister of State for Finance, Hockin, indicated his intention to launch 
additional legislative initiatives. These will include enhanced powers of 


financial firms to diversify their functions and relations with other firms, 
increased regulations to preclude conflicts of interest and self-dealing, 
and ownership restrictions on links between commercial businesses and 
financial institutions. 


Deregulation and Privatization 


The passage of a National Transportation Act and new federal truck and bus 
legislation in the summer of 1987 provided the statutory basis for the 
"regulatory reform" of the Canadian transport system. The legislation 
retains a National Transportation Agency but places greater emphasis on 
competition and market forces in determining which modes -- rail, road, or 
air -- will provide what types of transportation services in the country's 
populated southern areas. In general, changes will be less pronounced in 
domestic aviation (where a more liberal approach to granting commercial 
authority has been in effect for several years) than rail and road. 
Potential changes appear to be greatest in the rail area, despite some 
statutory limits on the ability of Canadian railroads to abandon little-used 
but politically sensitive branch lines. Changes in commercial trucking 
operations will be slower because the requirement that the provincial 
authorities issue extra-provincial licenses based solely on fitness will not 
become fully effective until 1992. 
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Consistent with the Mulroney Government's mandate to reduce the size of 
government in the economy and improve economic efficiency, the federal 
government has divested itself of its holdings in 11 companies since 
September 1984. In 1987 a major telecommunications firm (Teleglobe) was 
sold, and PetroCanada was expected to be privatized in late 1987 or early 
1988. The Government has received more than C$] billion from the sales. 
While the Mulroney government does not plan to sell its interests in all 
Crown corporations, it is anticipated that a few more wil! be sold before 
the next federal election. In addition to federal privatization, provincial 
governments have begun to reduce their corporate holdings. Quebec has been 
very active, and British Columbia, Alberta, and Saskatchewan are considering 
major sales of Crown-owned corporations to the private sector. 


National Business Prospects 


With the continued strong performance of the Canadian economy, prospects for 
trade and investment remain excellent. In the first half of 1987 as well as 
1986, Canada had the strongest real growth among the Group of Seven (G-7) 
major industrialized countries. 


According to U.S. data, U.S. exports to Canada for January-June 1987 
amounted to US$29.5 billion, up 5 percent from the $28.1 billion for the 
like period of 1986. (Both amounts understate actual U.S. exports to Canada 
because of “underreporting"; in the future this phenomenon will be 
eliminated by a special bilateral agreement under which each country wil] 
accept the import data of the other country for reporting its exports.) 


The major U.S. exports to Canada were motor vehicles and parts, general 


merchandise, internal combustion piston engines, and office machinery and 
ADP equipment and parts. Strong gains were registered in the last category 
as well as synthetic resins, rubber and plastic, electrical machinery, 
printed matter, electronic components and parts, and specialized industrial 
machines. Gold exports, as well as imports, fell significantly. 


According to balance-of-payments figures, the level of net inflow of U.S. 
direct investment into Canada almost doubled in the first 6 months of 1987 
(as compared to the same period in 1986) to over C$1.5 billion. Investment 
Canada data indicate that total foreign investments (acquisitions and new 
business) increased in value to C$6.5 billion in the first half of 1987, as 
compared to C$5.8 billion in the same period in 1986. While separate data 
are not available from Investment Canada for the United States, the United 
States accounts for 60-65 percent of the number of all foreign investments 
in Canada. Hence, both recent trade and investment data between the U.S. 
and Canada reflect a strong upward trend, consistent with the strong growth 
of the Canadian economy. 


The industrial sectors in Canada which present the best prospects for 
increasing U.S. exports in the medium term include computer hardware and 
peripherals, computer software, CAD/CAM and robotics, metalworking 
equipment, pollution control equipment, laboratory instruments, electronic 
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components, avionics, consumer household products, building products, and 
financial services. Most of these sectors have above-average growth trends, 
which should stimulate imports from competitive U.S. suppliers. In 
addition, U.S. tourism receipts from Canadians remain significant at over 
US$3 billion. 


REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Atlantic Provinces' Economic Outlook 





Newfoundland's economy should grow by about 2 percent in 1987, dropping to a 
little over 1 percent in 1988. The performance of the resource--based 
economy (fishing, forestry, and mining) is expected to be mixed. While 
offshore fishing activity is expected to continue at the busy pace set in 
1986, with prices remaining high, the inshore fishery (the larger of the 
two) is still experiencing difficulty. Newsprint production and mining 
output are expected to be at satisfactory levels in 1987-88, but offshore 
petroleum exploration has declined, with little improvement expected in 
1988. Total employment is expected to grow by under 2 percent over the next 
year. As a result, Newfoundland's 20 percent unemployment rate (the highest 
in Canada) is expected to decline only marginally in 1987 and 1988. 


Prince Edward Island's economy is forecast to expand by around 2 percent in 
1987 and 1988, following real GDP growth of 4.5 percent in 1986. Output 
declines in construction, government, and defense will be the prime 
contributors to the slowdown, and unemployment is expected to stay over 13 
percent. On a more positive note, tourism in both 1987 and 1988 is expected 
to exceed. 1986's outstanding performance. In addition, prices and output in 
the province's two largest export industries, fish and potatos, are at high 
levels and will likely remain so over the next year. 


Growth in Nova Scotia is expected to remain near 1986's rate of 2.2 percent 
in both 1987 and 1988. The province's economy is fairly diverse, so while 
the offshore energy sector will remain stagnant, the fishery, forestry, and 
tourism industries should perform well. Manufacturing production is 
expected to remain weak, along with residential and nonresidential 
construction. Consequently, Nova Scotia's unemployment rate is not expected 
to decline from the 1986 rate of 13.4 percent. However, there will be 
increased attempts to rejuvenate the economy of the Cape Breton region 
through intensified federal government incentive programs. 


New Brunswick should have the strongest economy in the Atlantic region in 
1987-88. Forestry activity is expected to expand at a fast pace because of 
robust pulp and paper production. Metal mining production should recover 
from last year's downswing, but the proposed U.S. countervailing duty on 
Canadian potash might create problems for the New Brunswick industry in 
1988. Manufacturing production should continue to expand in 1987-88, with 
construction of government frigates providing an impetus. Overall, New 
Brunswick's economy should grow by 3.5 percent in 1987, following 3.4 





te 


percent in 1986, before easing to 2.5 percent in 1988. The provincial 
unemployment rate is expected to drop from 14.4 percent in 1986 to around 
13.4 percent in 1987 and 12.7 percent in 1988. 


Prospects for U.S. Business in Atlantic Canada 


The Atlantic region is attempting to develop new industries to complement 
its traditional reliance on natural resources. As a result, the best 
prospects for U.S. business are rather diverse. In the resource sector, 
innovative products related to the fishery, marine technology, and forestry 
should be considered. After a record-setting year in the tourism sector, 
capital should be available for proaucts and services unique to the 
hospitality industry. Hotel/restaurant equipment, training programs, and 
convenience products might all find a niche in this market. In the 
industrial sector, interest remains strong in new aerospace possibilities 
for Nova Scotia. Pratt and Whitney moved into a full production mode with 
their Halifax-based engine plant, and recent contract announcements for 
successful local companies could lead to increased sales prospects for U.S. 
firms capable of supplying the high-tech requirements of aircraft :ervicing 
and component construction. 


Central Canada 


Ontario's economy is entering its 6th year of expansion. Following 

5 percent real GDP growth in 1986 and a comparable amount in 1987, output 
should grow at least 2.5 percent in 1988. The province has had the lowest 
unemployment rate of all the provinces and the highest growth in consumer 
spending, construction, and investment. As the country's industrial 
heartland, Ontario depends more on manufacturing than any other province. 
Indeed, manufacturing_of automobiles, steel, pulp and paper, chemicals, 
mining, electronics, aircraft, consumer products, building materials, and 
machinery should all expand in 1987 before a projected slowdown occurs in 
1988. Agriculture, another important sector in Ontario, should also perform 
well over the forecast horizon. Employment is expected to increase by over 
2.5 percent in 1987-88, with the unemployment rate averaging less than 6 
percent during 1988. Retail sales are projected to grow by over 9 percent 
over the next year, consumer prices are likely to increase by about 5 
percent, and nonresidential investment should grow by 10 percent. Following 
the national trend, however, housing starts, which exceeded all expectations 
in the first half of 1987, are projected to fall by the end of the year, 
with the downward trend continuing into 1988. Higher interest rates and 


higher house prices will cause potential home-buyers to withdraw from the 
housing market. 


Ontario's economic prospects are closely tied to the United States. There 
is continuing concern about trade protectionism in the United States and its 
potentially severe impact on selected Ontario industries (one job in three 
in the province is directly tied to exports, predominantly to the U.S. 
market). The FTA, if ratified, will have a profound impact on the 

province. The gradual elimination of tariffs will cause considerable 
adjustment among industries, but improved access to the U.S. market is 
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expected to generate substantial employment increases. The FTA appears to 
have substantial potential benefits for production and employment in the 
auto industry, one of the province's key sectors, and a significant increase 
in trans-border service industry exports can be expected. 


Ontario continues to offer excellent marketing and investment opportunities 
for U.S. businesses in a wide spectrum of products and services. Specific 
sales opportunities include: computers and peripherals, CAD/CAM and 
robotics, auto parts and accessories, telecommunication equipment, aircraft 
parts, building products, plastic materials and resins, construction 
machinery and parts, analytical and scientific instruments, industrial 
controls, household furnishings and appliances, sporting goods, stereos and 
video recorders. In addition, the liberalization of rules governing the 
financial services industry in Ontario should generate investment and sales 
opportunities for U.S. firms. 


Quebec enjoyed strong economic growth in 1987 (around 4 percent), but 1988 
growth will be smaller (projections averaging 2.3 percent). Strength in 
1987 originated mainly in the housing, construction, and manufacturing 
sectors, whereas the expected end to the housing boom and lower consumer 
spending will explain the weakness this year. Forestry activity was strong 
in 1987 because of healthy markets for pulp, paper, and wood products. 
Metal mining recovered from the poor performance in 1986, boosting overal| 
growth in the mining sector. Manufacturing of forest products, consumer 
goods, machinery, and building materials should all post good gains in 
production. Government spending was weak in 1987 and should remain so in 
1988 as the provincial government continues to restrain expenditures in an 
attempt to lower the provincial deficit. Private nonresidential investment 
spending in Quebec is forecast.to be strong in 1988, with most of the 
spending being directed toward‘modernization of existing plants. The 
shrinkage in Quebec's power surplus, the result of both economic recovery 
and growing export commitments; has led Hydro-Quebec to begin a number of 
new projects and step up the level of activity for many ongoing investment 
projects. Finally, there was a boom in commercial office space construction 
in Montreal during 1986-87, with some further construction expected in 
1988. The relatively good performance of the Quebec economy in 1987 and 
1988 should result in solid employment growth. 


Opportunities exist for U.S. businesses interested in finding agents or 
distributors in the following fields: numerically controlled industrial 
controls and machine tools, components (mechanical or electronic) for the 
aerospace/avionics industry (which accounts for 52 percent of the Canadian 
aerospace industry's output), and, to a minor degree, textile and plastics 
machinery. Development plans for doubling total capacity between 1987 and 
2000 by Hydro-Quebec should prove attractive to U.S. suppliers of power 
generating subassemblies and for specialized engineering firms. The Quebec 
Government's procurement policies have now eased to include foreign, 
non-Quebec-based suppliers in the information technology sector. A specific 





mo 


opportunity also exists in the area of software. Quebec offers vast 
opportunities for U.S. vendors interested in having a local company 
repackage the original software and distribute the product in the 
francophone markets of Europe, Africa, and the Middle East. Such 
cooperative ventures could be of immense interest to small-to-medium U.S. 
firms which have neither the time nor the money to travel to France, since 
the expertise, both technical and linguistic, lies at their doorstep. Ona 
more general scale, approximately one-third of the Quebec companies 
registered with the U.S. Consulate in Montreal are also interested in 
forming joint-venture partnerships in manufacturing or sales with U.S. 
counterparts. This form of cooperation is greatly encouraged (sometimes 
financially) by the Quebec Government and could represent a worthwhile 
avenue of cooperation for U.S. manufacturers. 


Economic Outlook in the Prairie Provinces and the West 


Manitoba's real GDP growth of 3.9 percent in 1986 was higher than the 
national rate of 3.3 percent. This strong performance, however, was 
expected to moderate to 2.3 percent in 1987 and only 2 percent in 1988. The 
performance in 1986 and 1987 was led by increased manufacturing output and 
investment spending on residential and non-residential construction. 
Employment is expected to grow by 2 percent in 1987-88, and the unemployment 
rate should ease to 7.5 percent by the end of 1988. Manitoba's farm sector 
is expected to experience problems, with reduced production and low grain 
prices further weakening net farm income, after a 36.8 percent decline in 
1986. In other areas of the economy, metal mining production should expand 
in 1987-88, mineral fuel output will probably remain stagnant, and mining 
exploration and development are forecast to decline. Consumer spending will 
continue to post slow growth in 1988, reflecting drastically reduced farm 
income and a 1 percent increase in sales tax announced in the March 1987 
provincial budget. ~ 


Following economic growth of 3.8 percent im 1986, Saskatchewan's economy 
recorded little or no growth in 1987. A modest increase in GDP (less than 
1.5 percent) is anticipated in 1988. Low grain prices and large grain 
stocks are primarily responsible. Segments of the economy that directly 
depend on grain, such as farm implement suppliers and retailers and the 
banking sector, are also affected. In addition, as the farm sector changes 
from a major engine of economic growth and a booming exporter to a major 
rescue operation, the provincial deficit is reaching high levels. Some of 
the funds diverted to support the farm industry will be recovered from 
higher taxes (slowing consumer spending even further), and some from 
cutbacks in other government expenditures. The short-term prospects for the 
province's important potash industry are not encouraging, given the proposed 
U.S. countervailing duty on Canadian potash and the production quotas 
proposed by the Saskatchewan Government. There is one positive light in an 
otherwise dim view, however, and that is the recent upswing in world oil 
prices, which will provide some impetus for recovery in mineral fuel 
exploration and development. 
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Alberta's real GDP was expected to decline by 1 percent in 1987 before 
recovering to 2 percent growth in 1988. On the downside, bankruptcy looms 
over the heads of many of Alberta's farmers. Farm debts have reached an 
all-time high of C$5.4 billion, 25 percent of the agricultural industry's 
total assets. Farm equipment producers report a 50 percent decline in the 
sale of large machinery since 1986, and many debt-stricken farmers have cut 
back on their use of fertilizer, forcing closure of several Alberta 
fertilizer manufacturing plants. However, there is new optimism about the 
price of oil and new U.S. markets for Alberta gas, which, combined with 
deregulation, are beginning to stimulate new exploration and drilling in 
Alberta. The more positive oi] price outlook has given several 
capital-intensive -- and job-creating -- projects a new lease on life. New 
investments have been further encouraged by provincial royalty holidays and 
the federal Canadian Exploration and Development Incentive Program. The 
Alberta Government also has had some success in diversifying the economy 
into high-tech industries. Calgary experienced a "mini-boom" from the 
Winter Olympics and improving fortunes of the energy industry. Even so, the 
provincial unemployment rate is forecast to remain at roughly 10 percent in 
1987-88. 

In 1987, British Columbia posted highly satisfactory growth similar to that 
of 1986 (3.5 percent), but the composition was somewhat different. The end 
of a lengthy strike by the International Woodworkers Limited meant a strong 
rebound in 1987 in wood product output and associated manufacturing 
industries. Good performances are also expected in utilities and in the 
paper and allied products industry. The 15 percent export tax on softwood 
lumber exports to the United States does not seem to have stopped the 
rebound in wood production. However, problems may emerge when the U.S. 
housing markets soften and inventories of wood products reach normal 
levels. This will be reflected in 1988, when British Columbia's economy is 
expected to grow by less than 2 percent. The provincial unemployment rate 
was expected to remain at the 1986 rate of 12.6 percent in 1987, before 
improving marginally to 12.3 percent in 1988. 


Prospects for U.S.Business in the Prairies and B.C. 


Major commercial opportunities in Saskatchewan are in computer software, 
telecommunications peripherals, and specialty farming equipment. There is 
also demand for new food processing technology (e.g., sterile packaging, and 
meat and poultry packaging). In Manitoba, the best commercial opportunities 
are in health care products, transportation, aerospace, and electronics 
industries. In Alberta, opportunities for U.S. businesses exist in 
biotechnology, telecommunications, electronics for oil and gas, lasers, 
communications for small airports and related technologies, low water seeds 
and specialized irrigation equipment. Best prospects for U.S. business in 
British Columbia are in CAD/CAM and robotics, computer software, parts and 
accessories for motor vehicles, civil aircraft and aircraft, parts and 
accessories. The sophisticated consumer market continues to be a good 
outlet for U.S. consumer goods suppliers. 








